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OATH OR AFFIRMATION

1, Andrew Sycoff , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and’supporting schedules pertaining to the firm of

Andrew Garrett, Inc. , as

of _December 31 , 2005 are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

Q@es; dm{:

Revan R. Schwariz Title
Notary Public, State of New York
No, 01508876850
Qualified in Queens County

Notary Public Commission Expires Nov. 30, 2006

This report ** contains (check all applicable boxes):

B (a) Facing Page.

B (b) Statement of Financial Condition.

&® (c) Statement of Income (Loss). ,

& (d) Statement of Changes in Financial Condition.

® (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

[J (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

X (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

B® (j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 1503 3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condmon with respect to methods of
consolidation.

A (1) An Oath or Affirmation.
[0 (m) A copy of the SIPC Supplemental Report.
0 (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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LIEBMAN GOLDBERG & DROGIN LLP
Céw.//ﬁ/c[)’ @11/)//0 @%cm/{i/(m//.y

595 Stewart Avenue, Suite 420
Garden City, New York 11530

Tel (516) 2286600
Fax (516) 228-6664

Independent Auditors’ Report

Board of Directors
Andrew Garrett, Inc.

We have audited the accompanying statement of financial condition of Andrew Garrett, Inc. as of
December 31, 2005, and the related statements of operations, changes in stockholders' equity and
cash flows for the year then ended that you are filing pursuant to rule 17a-5 under the Securities
Exchange Act of 1934. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
- audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Andrew Garrett, Inc. as of December 31, 2005 and the results of its operations
and its cash flows for the year then ended in conformity with accounting principles generally accepted
in the United States of America. '

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information on pages 12-14 is presented for purposes of additional analysis and 1s
not a required part of the basic financial statements but is supplementary information required by rule
172-5 of the Securities and Exchange Act of 1934. Such imformation has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

Liebman Goldberg & Drogin, LLP
Garden City, New York

February 28, 2006




ANDREW GARRETT, INC.
STATEMENT OF FINANCIAL CONDITION
December 31, 2005

ASSETS

Allowable Non-Allowable Total

Cash in bank $ 437,684 § - $ 437,684

Receivables from broker dealers
and clearing organizations 1,337,068 - 1,337,068
Deposit with clearing organization 35,000 - 35,000
Securities owned at market value 17,036 - 17,036
Property and equipment, net - 259,180 259,180
Deposits and prepaid expenses | - 83,212 83,212
Other receivables _ - 151,868 151,868
Deferred tax asset ’ - 40,433 40,433
Total assets $1,826,788 $ 534,693 $§ 2,361,481

LIABILITIES AND STOCKHOLDERS' EQUITY

Aggregate Nonaggregate
Indebtedness Indebtedness

: Liabilities Liabilities Total
Liabilities:
Accrued commissions and payroll
payable $ 448,574 § - $ 448,574
Accounts payable, taxes and _
accrued expenses payable 1,033,759 - 1,033,759
Subordinated liabilities - 325,000 325,000
Total liabilities $ 1,482,333 § 325,000 1,807,333
Commitments and Contingencies
Stockholders' Equity:
Common stock - no par value; voting; :

1,000 shares issued and outstanding 445,336
Additional paid-in capital » 4,171,408
Deficit (4,062,596)

Total stockholders’ equity _ 554,148
Total liabilities and stockholders’ equity $ 2,361,481

The accompanying notes are an integral part of these statements
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ANDVDREVW GARREL L, LINC,
STATEMENT OF OPERATIONS

For the year ended December 31, 2005

Revenues:

Commission income $ 7,249,836

Trading and investment gains 14,849

Interest, and other income 1,250,863

Total revenues $ 8,515,548

Expenses:

Commissions 4,856,033

Salaries and related payroll taxes 1,839,534

Professional fees 312,190

Occupancy and equipment rental 338,492

Travel and entertainment 47,991

Telephone : , 229,899

Dues and regulatory expenses 199,924

Other administrative expenses 214,567

Clearance and execution costs 683,107

Marketing and advertising 15,649

Office expense and postage 110,293

Arbitration settlements 255,000

Insurance - 208,111

Interest and penalties 16,505

Depreciation and amortization 14,460

Total expenses , 9,341,755

(Loss) before provision for income taxes (826.,207)
Provision for income taxes 2,608
Net (loss) | $  (828.815)

The accompanying notes are an integral part of these statements

o)




ANDRELEYW GARRKRIEL L, HINC,
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

For the year ended December 31, 2005

Additional Retained

Number of Common paid-in Earnings
Shares Stock Capital (Deficit) Total
Balance
January [, 2005 1,000 $ 445,336 $4,035408 § (3,233,781) $ 1,246,963
Cash contributions - - 136,000 - 136,000
~ Net loss - - - (828.815) (828,815)
Balance
December 31, 2005 1,000 $ 445336 $4,171,408 § (4,062,596) $ 554,148

The accompanying notes are an integral part of these statements
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ANDREV GARRELL, INC,
STATEMENT OF CASH FLOWS

For the year ended December 31, 2005

Cash Flows from Operating Activities:

Net loss : $ (828,815)

Adjustments to reconcile net income to net cash
(used in) operating activities:

-

Depreciation and amortization ‘ 14,460
(Increase) Decrease in Operating Assets:

Receivables from brokers and dealers (777,723)

Securities owned at market value 505,440

Deposits and prepaid expenses 148,057

Other assets 6,935

Deferred tax asset ' 239,253
Increase (Decrease) in Operating Liabilities:

Aggregate indebtedness : 326,952
Total adjustments : 463,374

Net cash (used in) operating activities (365,441)

Cash Flows from Investing Activities:
Purchase of fixed assets (4,223)
Net cash (used in) investing activities (4,223)

Cash Flows from Financing Activities:

Contributed capital-shareholder 136,000
Increase in subordinated liabilities , 325,000
Net cash provided by financing activities 461,000

Net increase in cash 91,336
Cash - beginning of year 346,348
Cash - end of year $ 437,684

‘Supplemental Disclosures:

Interest paid $ 16,505

Income taxes paid $ 2,608

The accompanying notes are an integral part of these statements
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ANDREW GARRETT, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2005
Notie 1 - Description of Business:

Andrew Garrett, Inc. (Company) formerly known as Midwest Discount Brokers, Inc., was
incorporated in the State of Missouri on March 18, 1992, The Company is a broker-dealer,
registered with the Securities and Exchange Commission and is a member of the National
Association of Securities Dealers, Inc. The Company began operating as an introducing
broker-dealer in July 1992. The Company does not hold funds or securities for, or owes any
money Or securities to customers and does not maintain accounts of, or for, customers. The
agreement with the clearing broker requires the Company to assume the credit risk associated
with customer transactions.

In November 2001, the Company merged with Andrew Garrett Acquisition Corporation.
Andrew Garrett Acquisition Corporation, a Delaware Corporation, and affiliate of Andrew

* Garrett Holding Corporation D/B/A Andrew Garrett, Inc. of New York, was formed for the
sole purpose of acquiring all of the outstanding common stock of the existing Midwest
Discount Brokers, Inc. Immediately subsequent to the acquisition of the stock of Midwest
Discount Brokers, Inc., the two Corporations completed a merger of the two existing

~ Corporations. At the time of the merger, Andrew Garrett Acquisition Corporation had no
assets or liabilities; all assets having been expended in the stock acquisition and no liabilities
incurred in said stock acquisition.

Upon completion of the merger the surviving entity cancelled all of the prior outstanding
stock certificates; changed the authorized share of common stock from the prior authorized
common stock to 1,000 shares of no par value stock and issued the new 1,000 shares. The
surviving entity changed its corporate name from “Midwest Discount Brokers, Inc.” to
“Andrew Garrett Inc.” and filed the election with the Secretary of State for the Company to
operate under the name “Midwest Discount Brokers Inc.” to facilitate the continuing
operations with customers and suppliers.

Note 2 - Summary of Significant Accounting Policies:

Nature of Business:‘

The Company is engaged in a single line of business as a securities broker-dealer, which
" comprises several classes of services, including principal transactions, agency transactions,
investment banking, investment advisory, and venture capital businesses.

Securities Transactions:

Securities transactions (and related commission revenues and expenses) are recorded on a
settlement date basis; revenues and expenses would not be materially different if reported on
a trade date basis.




ANDREYY GARKELL, 1INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2005

Note 2 - Summary of Significant Accounting Policies (Continued):

Market Valie of Securities:

Securities owned are stated at quoted market values with the resulting unrealized gains and
losses reflected in the statement of income. Securities not readily marketable are valued at
fair value as determined by management.

Investment Banking:
Investment banking fee income represents fees earned from providing merger and
acquisition, financial restructuring advisory services, and acting as sales agent for issuing

company’s securities.

Property and Equipment:

Property and equipment are reflected at cost. For financial reporting purposes, depreciation
is computed using the straight-line method over the useful life of the asset while for income
tax reporting, depreciation is computed using the Modified Accelerated Cost System
(MACRS) over the statutorily prescribed recovery periods.

Maintenance and repairs, which neither materially add to nor appreciably prolong the life of
the property, are charged to expense as they are incurred. Gains in losses on dispositions of

property and equipment, as applicable, are included in income or expense.

Use of Estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amount of assets and liabilities, disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Fair Value of Financial Instruments:

SFAS No. 107, “Disclosures About Fair Value of Financial Instruments,” requires
disclosure of the fair value information, whether or not recognized in the balance sheet,
where it is practicable to estimate that value. The carrying value of cash approximates fair
value.




Note 2 -

ANDREW GARRETT, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2005

Summary of Significant Accounting Policies (Continued):

Concentration of Credit Risk:

Financial instruments, which potentially expose the Company to concentrations of credit
risk, consist primarily of cash and cash equivalents. The Company maintains some of its
cash balances in accounts, which exceed federally insured limits. It has not experienced any
losses to date resulting from this policy.

Recent Accounting Pronouncements:

In June 2001, the Financial Accounting Standards Board issued Statement of Financial

~ Accounting Standards No. 143 “Accounting for Asset Retirement Obligations” (“SFAS No.

1437, and in August 2001 issued Statement of Financial Accounting Standards No. 144
“Accounting for the Impairment and disposal of Long-Lived Assets” (“SFAS No. 1447).

" SFAS No. 143 addresses financial accounting and reporting for obligations associated with
~ the retirement of tangible long-lived assets and the associated asset retirement costs. SFAS

Note 3 -

No. 144, which supersedes and amends certain existing accounting and reporting
pronouncements, addresses financial accounting and reporting for the impairment or disposal
of long-lived assets. SFAS No. 143 is effective for financial statements issued for fiscal
years beginning after June 15, 2002 and SFAS No. 144 is effective for financial statements
issued for fiscal years beginning after December 15, 2001. The adoption of SFAS 143 and
144 and its application to amounts currently included in the Corporation’s balance sheet will
no have a material impact on the Corporation’s accounting and disclosures.

Receivable from and Deposit with Clearing Organization:

The Company clears certain of its proprietary and customer transactions through another
broker-dealer on a fully disclosed basis. The receivables from broker dealers and clearing
organizations represents primarily cash held by the clearing organizations for commissions
generated in December 2005 and received in January 2006. The deposit with the clearing
organizations is required by the clearing agreement.

As stated in Note 2, the Company records securities transactions on a settlement date basis.
Further, the Company has agreed to indemnify its clearing organization for losses that the
clearing organization may sustain from the customer accounts introduced by the Company.

Should a customer not fulfill his obligation on a trade date transaction through December 31,
2005, the Company may be required to buy or sell securities at prevailing market prices in
the future on behalf of their customers. Subsequent to the balance sheet date, all unsettled
trades at December 31, 2005 settled with no resulting liability to the Company.




ANDREW GARRETT, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2005

Note 3 - Receivable from and Deposit with Clearing Organization (Continued):

The Company is engaged in various trading and brokerage activities whose counter parties
include broker-dealers, banks, and other financial institutions. In the event counter parties
do not fulfill their obligations, the Company may be exposed to risk. The risk of default
depends on the creditworthiness of the counter party or issuer of the instrument. It is the

Company’s policy to review, as necessary, the credit standing of each counter party with
which it conducts business.

Amounts receivable from and payable to broker-dealers and clearing organizations at
December 31, 2005 consist of the following:

Receivable Pavable

Receivable from clearing organizations  $1,362.068 $ 0

$1.362068 $___ 0O

Note 4 - Property and Equipment:

Property and equipment consists of the following:

Years
Furniture and equipment $438,786 5-7
Leasehold improvements 272,853 36
Total 711,639
Less: accumulated depreciation
and amortization 452 .459
$259,180

Depreciation and amortization expense for the year ended December 31, 2005 amounted to
$14,460.

Note 5 - Related Partv Transactions:

During 2001, the company entered into an Expense Allocation Agreement with one of its
stockholders, BrokerageAmerica LLC. Under the agreement, each of the parties desires to
receive certain administrative and other services from the other party in exchange for
compensation set forth in the Expenses Allocation Agreement. The agreement was
terminated in March, 2005.




Note 6 -

ANDREW GARRETT, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2005

Income Taxes:

Note 7 -

A reconciliation of income tax for December 31, 2005 computed at the statutory federal rate to
income tax expense (benefit) is as follows:

Tax provision at the statutory rate of 35% ‘ $(284,618)
State income taxes, net of federal income tax ' (_50.825)
Total tax benefit ~ $(335.443)

The tax effects of temporary differences that gave rise to significant portions of the deferred
tax assets and deferred tax liabilities were:

Deferred tax asset

Net operating loss carryforward $ 704,642
Less: valuation allowance (335.443)
Deferred tax asset 369,199
Deferred tax liability (328.766)
Net deferred tax asset $_40,433

In assessing the realizability of deferred tax assets, management considers whether it is more
likely than not that some portion or all of the deferred tax assets will not be realized. The
ultimate realization of deferred tax assets is dependent upon the generation of future taxable
income during the periods in which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax liabilities, projected future taxable -
income and tax planning strategies in making this assessment.

Because of the historical earnings history of the Company, the net deferred tax assets have
been fully offset by a 100% valuation allowance. The valuation allowance for the net
deferred tax assets was $627,769 and $99,733 as of December 31, 2005 and 2004,
respectively.

Securities Owned, and Sold, Not Yet Purchased:

Marketable securities owned, and sold, not yet purchased, consist of trading and investment
securities at market values, as follows:
Sold, Not Yet
Owned  Purchased

Corporate stocks $ 13,803 $ 0
Municipal bonds 3,233 0
Options 0 0

$_17,036 § 0

Securities not readily marketable include investment securities (a) for which there is no
market on a securities exchange or no independent publicly quoted market, (b) that cannot be
publicly offered or sold unless registration has been effected under the Securities Act of
1933, or (c) that cannot be offered or sold because of other arrangements, restrictions, or
conditions applicable to the securities or to the Company.

10




ANDREW GARRETT, INC.
NOTES TO FINANCIAL STATEMENTS

December 31, 2005

Note 8 - Net Capital Requirement:

The Company is subject to the net capital provisions of Rule 15¢3-1 of the Securities and
Exchange Act of 1934, which requires the maintenance of minimum net capital, as defined.
The Company has elected to use the basic method permitted by the rules, which require the
Company to maintain minimum net capital equal to the greater of $100,000 or 6 2/3% of
aggregate indebtedness (as defined). As of December 31, 2005, the Company’s regulatory
net capital was $323,867, which was $223,867 in excess of the minimum required.

Note 9 - Commitments and Contingencies:

The Company is obligated in leases at ten different locations with square footage ranging
from 142 sq. ft. to 4,880 sq. ft. The terms of the leases expire through August 31, 2008.

As of December 31, 2005, the Company had future minimum annual lease obligations as

follows:
Year Amount
2006 $306,669
2007 ‘ ' ' 293,143
Thru 2008 106.465

$706.277
Rent expense for the year ended December 31, 2005 was $310,685.

Note 10- Capital Contributed:

Management throughout the course of the year has contributed capital on an as needed basis.

11
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ANDREVW GARKREL L, IINC.,
COMPUTATION OF NET CAPITAL AND AGGREGATE INDEBTEDNESS

For the year ended December 31, 2005

Net Capital
Total ownership equity from statement of
financial condition $ 554,148
Add
a) liabilities subordinated to claims of general
creditors allowable in computation of net capital 325,000
Total 879,148
Deductions and/or charges
a) total non-allowable assets from
statement of financial condition , 534,693

Net capital before adjustments for haircuts on

securities positions and undue concentration. 344,455
Adjustments:

Haircut on securities (14,491)
Undue concentration (6,097)
Total adjustments (20,588)
Net capital $ 323,867
Minimum net capital $ 100,000
Excess net capital » $ 223,867
Aggregate indebtedness $ 1,482,533

Percentage of aggregate indebtedness to 7
net capital (1,482,333 = 323.867) 457.7%

See accountant's report.
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ANDREW GARRETT, INC.
COMPUTATION OF DETERMINATiON O'F RESERVE
REQUIREMENTS PURSUANT TO RULE 15C3-3

DECEMBER 31, 2005

The Company has claimed exemption from Rule 15c¢3-3 based on the fact that all customer
transactions are cleared through another broker dealer on a fully disclosed basis. In the opinion of the
management of Andrew Garrett, Inc., the conditions of the Company's exemption from rule 15¢3-3
were complied with throughout the year ended December 31, 2005.

13




ANDREY GARREL L, IINC,
RECONCILIATION OF THE COMPUTATION OF NET CAPITAL
UNDER RULE 15C3-1 BETWEEN THE UNAUDITED
FOCUS‘ REPORT AND THE AUDITED FOCUS REPORT

For the year ended December 31, 2005

Net capital per audited focus report | $ 323,867
Net capital per unaudited focus report 350,447
Difference to be reconciled : $  (26,580)
Additional year end adjustments $ (26,580)

See accountant's report.
14




ANDREW GARRETT, INC.

INDEPENDENT AUDITORS' REPORT
ON
INTERNAL ACCOUNTING CONTROL

FOR THE YEAR ENDED DECEMBER 31, 2005



LIEBMAN GOLDBERG & DROGIN LLP
%crtij/e& SPublic SAccomsitants

595 Stewart Avenue, Suite 420
Garden City, New York 11530

Tel (516) 2286600
Fax (516) 2286664

Board of Directors
Andrew Garrett, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of Andrew
Garrett, Inc. (the Company) for the year ended December 31, 2005, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing procedures for

the purpose of expressing our opinion on the financial statements and not to provide assurance on internal
control. '

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company including tests of such practices and
procedures that we considered relevant to the objectives stated in rule 17a-5(g), in making the periodic
computations of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company does
not carry securities accounts for customers or perform custodial functions relating to customer securities,
we did not review the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System

3. Obtaining and maintaining physical possession or control of all fully paid and excess

margin securities of customer as required by Rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internalt control and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in
accordance with management’s authorization and recorded properly to permit the preparation of financial
statements in conformity with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed 1n the preceding paragraph.

1




Because of inherent limitations in internal control or the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate. Our consideration of internal control would
not necessarily disclose all matters in internal control that might be material weaknesses under standards
established by the American Institute of Certified Public Accountants. A material weakness is a condition
in which the design or operation of the specific internal control components does not reduce to a
relatively low level the risk that error or fraud in amounts that would be material in relation to the

financial statements being audited may occur and not be detected within a timely period by employees in
- the normal course of performing their assigned functions. However, we noted no matters involving
mternal control, mcluding control activities for safeguarding securities, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures
were adequate at December 31, 2005 to meet the SEC's objectives. '

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, the NASD, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange
Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be and should not
be used for anyone other than these specified parties.

Liebman -Goldberg & Drogin LLP
‘Garden City, New York

February 28, 2006



